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THE WHITE HOUSE 

WASHINGTON June 29, 1984. 

5013 

2121.1.3 

MEMORANDUM FOR THE PRESIDENT 

Coc7S' 

r-0~~9 
rG1J~t-1µ FROM: 

SUBJECT: 

Issue 

,Q]1t.. 
ROBERT C. MCFARLANE bn.. 
Convention Between the U.S. and Italy for Avoidance 
of Double Taxation With Respect to Ta~ on Income 
and Prevention of Fraud or Fiscal Evasion 

Whether to send to the Senate for advice and consent the subject tax 
Convention. 

Background 

Important changes in the United States and Italian tax laws and the 
development of a model tax treaty by the U.S. made it necessary to 
replace the e x isting income tax convention with Italy, which has 
been in force since 1956. 

Discussion 

Among the principal features of the new Convention are the inclusion 
of the Italian local income tax among the taxes covered by the 
Convention, and a reduction in the tax.at source on most dividends. 
The Convention also introduces a limitation on the taxation at 
source of interest paid to residents of the other country. It 
provides a maximum rate of tax at source of 10 percent on royalties. 
The protocol provides that the benefits of the Convention are 
limited to residents of the two countries, and otherwise clarifies 
and supplements the Convention. The exchange of notes sets out 
certain understandings between the two governments. 

The State Department recommends that the Senate give early and 
favorable consideration to the Convention, and give advice and 
consent to ratification. 

Recommendation 

~ No 

JUL 0~ I~ That you sign the letter at Tab A, forwarding the 
Convention to the Senate for ratification. 

Attachments 
Tab A - Letter to the Senate 
Tab B - Treaty Document 
Tab C Letter from Secretary Shultz 

Prepared by: 
Peter R. Sommer 

cc Vice President 



TO THE SENATE OF THE UNITED STATES: 

I transmit herewith, for Senate advice and consent to 

ratification, the Convention between the Government of the 

United States of America and the Government of the Republic 

of Italy for the Avoidance of Double Taxation with Respect 

to Taxes on Income and the Prevention of Fraud or Fiscal 

Evasion ("the Convention"), together with a supplementary 

Protocol and exchange of notes, signed at Rome on April 17, 

1984. I also transmit the report of the Department of State 

on the Convention. 

Important changes in United States and Italian tax 

laws and the development of a model tax treaty by the United 

States made it necessary to replace the existing income tax 

convention with Italy, which has been in force since 1956. 

Among the principal features of the new Convention 

are the inclusion of the Italian local income tax among the 

taxes covered by the Convention and ·a reduction in the tax 

at source on most dividends. The Convention also introduces 

a limitation on the taxation at source of interest paid to 

residents of the other country. It provides a maximum rate 

of tax at source of 10 percent on royalties. 

The protocol _provides that the benefits of the 

Convention are limited to residents of the two countries, and 

otherwise clarifies and supplements the Convention. The 

exchange of notes sets out certain understandings between the 

two governments. 
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I recommend that the Senate give early and favorable 

consideration to the Convention, together with the 

supplementary Protocol and exchange of notes, and give 

advice and consent to ratification. 
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MEMORANDUM 

NATIONAL SECURITY COUNCIL 

ACTION June 28, 1984 

MEMORANDUM FOR ROBERT C. MCFARLANE 

PETER R. SOMMER~ 
•211 

FROM : 

SUBJECT : Convention Between the U.S . and Italy for 
Avoidance of Double Taxation to Taxes on Income 
and Prevention of Fraud or Fiscal Evasion 

Attached at Tab I is a memo from you to the President 
recommending that he transmit the above Convention, together 
with a supplementary Protocol and exchange of notes , signed at 
Rome on April 17 , 1984. 

-'f( 
Paul Thompson concurs. 

RECOMMENDATION 

That you sign the memo to the President at Tab I. 

Approve~ Disapprove 

Attachments 
Tab I - Memo to the President 

Tab A - Letter to the Senate 
Tab B - Treaty Document 
Tab C - Letter from Secretary Shultz 



. , ·, .. 
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TO THE SENATE OF THE UNITED STATES: 

I transmit herewith, for Senate advice and consent to 

ratification, the Convention between the Government of the 

United States of America and the Government of the Republic 

of Italy for the Avoidance of Double Taxation with Respect 

to Taxes on Income and the Prevention of Fraud or Fiscal 

Evasion ("the Convention"), together with a supplementary 

Protocol and exchange of notes, signed at Rome on April 17, 

1984. I also transmit the report of the Department of State 

on the Convention. 

Important changes in United States and Italian tax 

laws and the development of a model tax treaty by the United 

States made it necessary to replace the existing income tax 

convention with Italy, which has been in force since 1956 . 

Among the principal features of the new Convention 

are the inclusion of the Italian local income tax among the 

taxes covered by the Convention and 'a reduction in the tax 

at source on most dividends. The Convention also introduces 

a limitation on the taxation at source of interest paid to 

residents of the other country. It provides a maximum rate 

of tax at source of 10 percent on royalties. 

The protocol provides that the benefits of the 

Convention are limited to residents of the two countries, and 

otherwise clarifies and supplements the Convention. The 

exchange of notes sets out certain understandings between the 

two governments. 



- 2 -

I recommend that the Senate give early and favorable 

consideration to the Convention, together with the 

supplementary Protocol and exchange of notes, and give 

advice and consent to ratification . 

THE WHITE HOUSE, 

,' ·. , _. , 



CONVENTION BETWEEN THE GOVERNMENT Of THE 
UNI TED STATES Oil' AMERICA AND THE GOVERNMENT Oil' THE 

REPUBLIC Oil' ITALY !?OR THE AVOIDANCE Of 
DOUBLE TAXATION WITH RESPEC'11 TO TAXES ON 

I NCOME AND THE PREVENTION Oil' FRAUD OR ll'ISCAL EVASION 

The Government of the United States of America and the Government of 

the Republic of Italy, desiring to conclude a convention· for the 

avoidance of double taxation with respect to taxes on income and the 

prevention of fraud or fiscal evasion, have agreed as follows: 

_ ... _,. . ~ . .._. - ·. - .. ,, 

,:, ;·: .. _::' >··t, ~ ... :.: .·:. :.;:~;. 
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l\i:ticJc l 

P!EHSONAL SCOPE 

1, Except as otherwise provided in this Convention, this Convention 

shall apply to persons who are residents of one or both of the 

Contracting States, 

2, Notwithstanding any provision of this Convention except paragraph 

J of this Act i~ le, a Contracting State may tax : 

a) its n,sid ents (as determined . under Article 4 (Resident)); and 

b) its citizens by reason of citizenship 

as if there were no convention between the Government of the United 

States of knerica and the Goverrunent of Italy for the avoidance of 

double taxat ion with respect to taxes on income and the prevention bf 

fraud or fiscal evasion. 

3, The provisions of paragraph 2 shall not affect; 

a) the ben ef its conferred by a Contracting State under paragraph 

3 of Article 18 (Pensions, etc,), and under Articles 23 

(Re lief from Double T.ixation), 24 (Non-Pi.r-.or. irni.n,,ti r,r,), ;,r,d :1.•; 

(Mutu al Agreement Procedure); and 

b) the benefits conferred by a Contracting State under Articles 

19 (Government Service) , 20 (Professors and Teachers) , 21 

(Students and Trainees), and 27 (Diplomatic Agents and 

Consular. Officials), upon individuals who are neither citizens 

of, nor have immigrant status in, that State. 

Article 2 

TAXES COVERED 

1. This Convent ion shall apply to taxes on income imposed on behalf 

of a Contracti ng State, 

-•w 
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impo Aod by the Internal Revenue Code and the excise taxes 

impo s e:d on insurance premiums paid to foreign insurers and 

with respect to private foundations, but excluding 

(nol:\v.i. l: l1standing par<-1graph 5 of Article 10 (Dividends)) the 

accumula ted earnings tax and the personal holding company tax, 

(her einafter referred to as "United States tax"); 

b) in the case of Italy: 

i) th e individual income tax (l'imposta sul reddito delle 

persone fisiche); 

ii) the corporation income tax (l' imposta sul reddito delle 

persone giuridiche); and 

iii) th e local income tax (l' imposta locale sui redditi) 

except to the extent imposed on cadastral income; 

even if they are collected by withholding taxes at the source 

(hereinafter referred to as "Italian tax"). 

3, The Con vent ion shall apply also to any identical or substantiall y 

similar taxes which are imposed by a Contracting State after the date 

of signature of this Convention in addition to, or in place of, the 

existing taxes, The competent authorities of the Contracting States 

shall notif y each other of any significant changes which have been 

made i n their r espective taxation laws and shall transmit to each 

other any sig ni ficant official published material concerning the 

application of this Convention, including explanations, regulations, 

rulings, or jud icial decisions, 



l . Por th e f)Urpose of this Convention, unless the context otherwise 

requires: 

a) the term 11 person 11 includes an individual, a company, an 

est a te, a trust, and any body of persons; 

b) the t erm "company" means any body corporate or any entity 

wh ich is treated as a body corporate for tax purposes; 

c) the t erms "enterprise of a ·contracting State" and "enterprise 

f of the other Contracting State" mean respectively an 

ent er prise carried on by a resident of a Contracting State a nci 

an e nt erprise carried on by a resident of the other 

Con tr acting State; 

d) th e te rm "international traffic" means any transport by a sl1 .i1 1 

or ai rcraft, except where such transport is solely between 

place s in the other Contracting State; 

e) t he term "competent authority" means: 

f) 

i) in the United States : the Secretary of the Treasury or 

his delegate; and 

ii) in Italy: the Ministry of finance; 

the term "United States" means the United States of America 

bu t do es not include Puerto Rico, the Virg i n Islands, Guam, 0 1· 

any o t her United States possession or territory. When used i 11 

a geographical sense, the term United States 11 inc l udes any 

area beyond the territorial waters of the United States which, 

i n accordance with customary international law and the laws o r 

the Un ited States concerning the exploration and exploitatio11 

o f natural resources, may be designated as an area within 

wh i ch t he United States may exercise rights with respect to 

the sea-bed and sub-sqil and natural resources; 



g) the l:orm "Italy" means the Republic of Italy and incl\ldes any 

:1/:l'" IJL•yu11d l:liu l:ui:1:ll:u1:i;.1J w.il:cii:,; oJ' ll:,J.i.y which, i.11 

accordcince with customary international law and the laws of 

Ital y concerning the exploration and exploitation of natural 

resources, may be designated as an area within which Italy may 

exer ci se rights with respect to the sea-bed and sub-soil and 

natural resources, 

h) the Ui rm "nationals" means: 

i) al l individuals possessing the citizenship of a 

Contracting State; and 

ii) all legal persons, partnerships, and associations 

deriving their status as such from the law in force in a 

Contracting State, 

2. As regards the application of this Convention by a Contracting 

State any term not defined therein shall, unless the context otherwise 

requires, have the meaning which it has under the laws of that State 

concerning the taxes to which this Convention applies, 

Article 4 

RESIDENT 

1. For purposes of this Convention, the term "resident of a 

Contracting State" means any person who, under the laws of that State, 

is liable to tax therein by reason of his domicile, residence, place 

of management, place of incorporation,· or any other criterion of a 

similar nature, provided, however, that: 

a) this term does not include any person who is liable to tax in 

that St a te in respect only of income from sources in that 

State; and 



~-: 
! ;~ 

b) in the case of income deriveci u~ 

the i.nc ome derived by sucl1 pm: tnership, est<1te, or trust is 

sub jAct to tax in that State, either in its hands or in the 

hand s of its partners or beneficiaries. 

2. Where by r eason of the provisions of paragraph l an individual is 

a resident o f both Contracting States, then his status shall be 

determined as follows: 

a) he shall be deemed to be a resident of the State in which he 

has a permanent home available to him; if he has a permanent 

hom e available to him in both States, he shall be deemed to be 

a re sident of the State with which his personal and economic 

rela t ions are closer (center of vital interests); 

b) if t he State in which he has his center of vital interests 

cannot be determined, or if he has not a permanent home 

available to him in either State, he shall be deemed to be a 

res i dent of the State in which he has an habitual abode; 

c) if ha has an habitual abode in both States or in neither of 

them, he shall be deemed to be a resident of the State of 

which he is a national; 

d) if he is a national of both States or of neither of them, the 

competent authorities of the Contracting States shall settle 

the question by mutuai agreement, 

3. Where by reason of the provisions of paragraph la person other 

than an indiv idual or a company is a resident of both Contracting 

States, the c om petent authorities of the Contracting States shall by 

mutual agreement endeavor to settle the question and to determine the 

mode of application of the Convention to such person. 
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Article 5 

1, For the purposes of this Convention, the term "permanent 

establishment" means a fixed place of business in which the business 

of the enterpris e is wholly or partly carried on, 

2, The term " permanent establishment" shall include especially: 

3. 

a) a pla ce of management; 

b) a br a11ch; 

c) an of f ice; 

d) a fac tor y; 

e) a works hop; 

f) a min e , quarry, or other place of extraction of natural 

resourc es; and 

g) a bui ldi ng site or construction or assembly project 

which exists for more than twelve months, 

The term "pei:manent establishment" shall be deemed not to include: 

a) the use of facilities solely for the purpose of storage, 

display, or delivery of goods or merchandise belonging to the 

enterprise; 

b) the maintenance of a stock of goods or merchandise belonging 

to the e nterprise solely for the purpose of storage, display, 

or delivery; 

c) the ma intenance of a stock of goods or merchandise belonging 

to the en terprise solely for the purpose of processing by 

anothe r enterprise; 

d) the maintenance of a fixed place of business solely for the 

purpose of purchasing goods or merchandise, or for collecting 

information, for the enterprise; 
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e) the ma intenance of a fixed place of business solely for the 

pur ro.s e of advertising, for. the supply of infer.motion, for 

:,cj. l:, 11litic 1:eai(:)iJi:cl1, 01: J:oi: !>l111ilm: ,1ctiviti11B which have a 

prepaca tocy or auxiliary character, for the enterprise. 

4, A person ac ting in a Contracting State on behalf of an enterprise 

of the other Contracting State - other than an agent of an independent 

s tat,1s to wh o1 11 pi:lrag1:aph 5 applies - sh,111 be deemed to be a permanent 

establ i shme nt i n the first-mentioned State if he has, and habitually 

e xercises i n th at State, an authority to conclude contracts in the 

name of the en t erprise, unless his activities are limited to the 

purchase of goods or merchandise for the enterprise. 

5, An enter pri se of a Contracting State shall not be deemed to have a 

permanent es t ablishment in the other Contracting State merely because 

it carries on business in that other State through a broker, general 

comm i ssion ag en t, or any other agent of an independent status, where 

such persons a re acting in the ordinary course of their business. 

G. The fact that a company which is a resident of a Contracting State 

controls or is controlled by a company which is a resident of the 

other Contracting State, or which carries on business in that other 

State (whethe r through a permanent establishment or otherwise), shall 

not of itself constitute either company a permanent establishment of 

the other. 

.'~rticle 6 

INCOME FROM IMMOVABLE PROPERTY 

l , Income deri ved by a resident of a Contracting State from immovable 

property (inc l uciing income from agriculture or forestry) situated in 

th e other Cont ract ing State may be taxed in that other State. 

2, . The term " immovable property" ("real property") shall have the 

meaning which i t has under the law of the Contracting State in which 

the property i n question is situ~ted, The term shall in any case 
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.1.111.:.Luae pro tJe rty accessory to immovable property, livestocl~ <1111.l 

provisions oE general law respecting landed property apply. Usufruct 

of immovabl (i property and rights to Vi'.lriable or fixed payments as 

considerat ion for the working of, or the right to work, mineral de

posits, sou rce s, and other natural resources shall also be considered 

imm ovable property; ships, boats, and aircraft shall not be regarded 

as immovabl e pr operty. 

3, The pro vis ions of paragraph 1 shall apply to income derived from 

the direct use, letting, or use in any other form of immovable 

property. 

4. The provis ions of paragraphs 1 and 3 shall also apply to the 

income from immovable property of an enterprise and to income from 

immovable property used for the performance of independent personal 

services, 

Art'icle '7 

BUSINESS PROFITS 

l, The profi t s of an enterprise of a Contracting State shall be tax

able only i n that State unless the enterprise carries on business in 

the other Contracting State through a permanent establishment situated 

therein. I f the enterprise carries on business as aforesaid, the 

profits of t he enterprise may be taxed in the other State but only so 

much of them as is attributable to that permanent establishment. 

2, Subject to the provisions of paragraph 3 1 where an enterprise crf a 

Contracting State carries on business in the other Contracting State 

through a pe rm anent establishment situated therein, there shall in 

each Contracting State be attributed to that permanent establishment 

the prof it s wh i ch it might be expected to make if it were a distinct 

and separate en terprise engage? in the same or similar activities 



..... ~,...,... '"" "' "" "'"' r,r: similar conditions nnd dealing wl1oll.y independently 

wil: l1 tlw ,rnt·_t.'r pi:is~, o[ which it in .:1 J_Jc-H111 ,11wnt o s tc1bli.sl1m,rnt nncl ol: lll'.'i: 

associated e 11l: t= rp i: ises. 

3, In determining the profits of a permanent establishment, there 

shall be allo wed as deductions expenses that are attributable to the 

acti vi ties o f: the permanent establishment, including a reasonable 

al location of: executive and general administrative expenses, whether 

i11cL1rrecl in 1: lln .St a te in whicl1 tl1e pernrnn~rnt 0sti'lblishment is s i tLrnt ed 

or elsewhere. 

4 , No pr ofi ts shall be attributabl~ to a permanent establishment by 

reason of th e mere purchase by that permanent establishment of goods 

or merchandis e for the enterprise. 

5. For the purposes of the preceding paragraphs, the profits to be 

a ttribut ed to the permanent establishment shall be determined by the 

same method year by year unless there is good and sufficient reason to 

the contrar y . 

6 , Where pr ofi ts include items of income which are dealt with 

separately i n other Articles of this Convention, then the provisions 

of those Articles shall not be affected by t he provisions of this 

Article, 

Article 8 

1 SHIPPING AND AIR TRANSPORT 
f 

l, Profits of an enterprise of a Contracting State from the operation 

in internat iona l traffic of ships or aircraft shall be taxable only i11 

that State, 

2, The prov is ions of paragraph l shall also apply to profits derived 

from the partic ipation in a pool, a joint business, or an 

int erna t ional operating agency. 
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Article 9 

/\lll:iOC I/\ 'J' 1m J<:N'l' i;;J< PH l S 1m 

a) an en terprise of a Contracting State participates directly or 

indirectly in the management, control, or capital of c1n 

enter prise of the other Contracting State; or 

b) the same persons participate directly or indirectly in the 

mu11,1,.1 ement, control, or capital of c1n enterprise of a 

Contracting State and an enterprise of the other Contracting 

Sta te , 

and in either case conditions are made or imposed between the two 

enterprises in their commercial or financial relations which differ 

fr om those whi ch would be made between independent enterprises, the n 

any profits wh ich would, but for those conditions, have accrued to on ~ 

of the enterprises, but, by reason of those conditions, have not so 

accrued, may be included in the profits of that enterprise and taxed 

accordingly, 

Article· 10 

DIVIDENDS 

l, Dividends paid by a company wh ich is a resident of a Contracting 

Sta te to a resid ent of the other Contracting State may be taxed in 

that other State, 

2, However, such dividends may also be taxed in the Contracting State 

of which the company paying the dividends is a resident and according 

to the laws of that State, but if the beneficial owner of the divid

ends is a res i dent of the other Contracting State, the tax so charged 

shall not exceed: 



i 

a) (i ) 

.,,. .. ..... ,_., -

5 percent: of tl1e gross <1111ount of the c'livic'lends if tl1e 

lw11u(:ic'i.;.1.I. uw11u1: i.:.; ,1 ,.:u11q_i,1 11y 1vl1 .i. ,.:1i 11,.w u1v1111d 111u1:,1 tli;111 

50 percent of the votin~1 stocl< of the company paying t h"' 

dividends for a 12 month period ending on the date the 

dividend is declared; and 

(ii) 10 percent of the gross amount of the dividends if the 

beneficial owner is a company which is not entitled to 

the benefits of clause ( i) but which has owned 10 perc e11 t· 

or more of the voting stock of the company paying the 

dividends for a 12-month period ending on the date the 

d iv i dend is declared, 

p r o vi ded that not more than 25 percent of the gross income o f 

th e company paying the dividends is derived from interest an d 

di vid ends (other than interest derived in the conduct of a 

ba nki ng or financing business and interest or d i vidends 

re cei ved from subsidiary companies); and 

b) 15 p e r cent of the gross amount of the dividends in all other 

cases. 

This paragrapl1 shall not affect the taxation of the company in respect 

of the prof it s out of which the dividends are paid. 

3. The ter m "dividends" as used in this Article means income from 

shares, " joui ssance" shares or "jouissance" rights, mining shares, 

founder's s ha res, or other rights, not being debt-claims, partici

p a ting in prof its, as well as income from other corporate rights 1vh i C'l1 

is subjected t o the same taxation treatment as income from shares b y 

the laws of th e State of which the company making the distribution i s 

a resident. 

4, The provi sions of paragraph land 2 shall not apply if the 

beneficial ow ner of the dividends, being a resident of a Contracting 

State, carr ie s on business i~ the oth er Contracting State, of which 

W . 
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estab l is hm ont situated therein, or performs in that other State 

i ndepen dent personal services from a fixed base sit~ated therein, ana 

the holding i n respect of which the dividends are paid is· effectivel y 

connec t ed wi th such permanent establishment or fixed base, In such 

case, th e ci i v idends are taxable in that other Contracting State 

acco r ding l: u its own laws, 

5. Whe r e a company which is a re~ident of a Contracting State and not 

a re s ident of the other Contracting State derives profits or incom e 

from the other Contracting State, that other State may not impose a ny 

tax on the d ividends paid by the company, except insofar as such 

cl iv id ends c1i: e paid to a resident of that other State or insofar as l: '11 ' 

holding in r espect of which the dividends are paid is effectively 

connected with a permanent establishment or a fixed base situated i n 

that other State, nor subject the company's undistributed profits t o ,1 

ta x on the company's undistributed profits, even if the dividends pa lci 

or the undis t ributed profits consist wholly or partly of profits or 

i ncome aris ing in such other State, 

Article · l:l 

INTEREST 

l , Interes t arising in a Contracting State and paid to a resident of 

the other Contracting State may be taxed in that other State, 

2, Howeve r , such interest may also be taxed in the Contracting Stc1 I: , , 

in which i t a rises and according to the laws of that State, but if l i1,, 

benefici al owner of the interest is a resident of the other 

Contracti ng State, the tax so charged shall not exceed 15 percent o r 

the gr oss amount of the interest. 

3, Not wi thstanding paragraph 2, interest beneficially derived by 
' 

a) a Con tracting State or an instrumentality wholly owned by l; h . , 

St a t:e; or 

czzs.;z 
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O) a resident of .:i Conl: rncL:incJ Sta to wi tl1 f.(;)Sp(;)cl: l:u, dvbt 01 1.I i•1 .i · .. 

t: io 11s l]111:ii:,rnl:~~ed oi: .i nsured by l:lrnt Contracting State or by .i n 

i ns trumentality wholly owned by that State 

shall be e xempt f r om tax by the other Contracting State, 

4. The t e rm ''interest" as used in this Article means income from 

Governmen t: s ecurities, bonds, or debentures, whether or not secured 1-'.Y 

mortg age a nd whether or not carrying a right to participate in 

pro f its, a nd debt-claims of every kind as well as all other income 

assimila t ed to income from money lent by the taxation law of the St ,11: ,, 

in which t he income arises, 

5, The pr ovi sions of paragraphs 1, 2, and 3 shall not apply if the 

bene fi c i a l owner of the interest, being a resident of a Contracting 

State, ca rri .e s on business in the other Contracting State in which t ilt: 

i nteres t aris es, through a permanent establishment situated therein, 

or performs in that other State independent personal services from a 

f ixed base s i tuated therein, and the debt-claim in respect of which 

t he interes t i s paid is effectively connected with such permanent 

establishment or fixed base , In such case, the interest is taxable i n 

that other Contracting State according to its own laws, 

6, Intei:est s hall be deemed to arise in a Contracting State when the 

pa yer is t ha t State itself, a pol i tical or administrative subdivisio n , 

a local authori ty, or a resident of that State , Where, however, the 

person pa ying t he interest, whether he is a resident of a Contracting 

State or not, has in a Contracting State a permanent establishment or 

a fixed bas e i n connection with which the indebtedness on which the 

i nterest is paid was incurred, and such interest is borne by such 

permanent establ ishrnent or fixed base, then such interest shall be 

deemed to ar i se in the State in which the permanent establishment or 

fi xed base is s i tuated, 

-
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7, Where, by r eason of a special relationsn1p oetween cne payer and 

Llw l;c:1101'.i,; i ,1 I uw11u1: 01: l>ul:w,Wll i.HJl:ll uf l:ilt'lll ilild ,'iUIII\) ul:hui: /.Wi:cHlll r 

the amount of the interest, having regard to the debt-claim for which 

it is paid, exceeds the amount which would have been agreed upon by 

the payer and the beneficial owner in the absence of such relation

ship, the prov isions of this Article shall apply only to the last

mentioned am ou nt, In such case, the excess part of the payments is 

taxable according to t\1e lc1ws of each Cont1:c1cting Stc1te, clue regarcl 

being had to the other provisions of this Convention. 

Article ·l2 

ROYALTIES 

l, Royalties arising in a Contracting State and paid to a resident of 

the other Contracting State may be taxed in that other State, 

2, However, such royalties may also be taxed in the Contracting State 

in which they arise and according to the laws of that State, but if 

the benefici al owner of the royalties is a resident of the other 

Contracting State, the tax so charged shall not exceed: 

a) 5 percent of the gross amount of the royalties in respect of 

payments of any kind received as a consideration for the use 

of, or the right to use, any copyright of literary, artistic, 

or scientific work; 

b) 8 percent of the gross amount of the royalties in respect of 

payments of any kind received as a consideration for the use 

of, or the right to use, motion pictures and films, tapes or 

other means of reproduction used for radio or television 

broadcasting; 

c) 10 percent of the gross amount of the royalties in all other 

cases. 

_; > .. ·: .:· ... , ·:.:~~ 
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k i nd n1cni v, ,,·1 ;1s a con fl i.llt~i:nl:ion fen l:he llSO of, or. l:ho r.iqht to llSG, 

c1ny copyri qlil of lite1:i.lr.y, i.'lr.tistic, 01: scientific woi:k inclLKling 

motion pictu res, films, tapes or other means of reproduction used for 

radio or te lev ision broadcasting, any patent, trademark, design or 

mode l , pl an , secret formula or process, or other like right or pro

perty, or fo r the use of, or the right to use, industrial, commercial, 

o-r scientif ic equipment, or for information concerning industrial, 

commercial, or scientific experience. 

4, The pr ov i sions of paragraphs 1 and 2 shall not apply if the 

beneficial owner of the royalties, being a resident of a Contracting 

State, ca rries on business in the other Contracting State in which t h~ 

r oyalties ar i se, through a permanent establishment situated therein, 

or performs i n that other State independent personal services from a 

fixed base situated therein, and the right or property in respect of 

which the ro yalties are pald is effectively connected with such per

manent est ablishment or fixed base. In such case, the royalties are 

taxable in t ha t other Contracting State according to its own laws. 

5, Royalties shall be deemed to arise in a Contracting State when t he' 

payer is t hat State itself, a political or administrative subdivisi on, 

a local au t hority, or a resident of that State. Where, however, the 

person pa ying the royalties, whether he is a resident of a Contracti nq 

State or no t , has in a Contracting State a permanent establishment o r 

a fixed bas e in connection with which the obligation to pay the royal

ties was incur red, and such royalties are borne by such permanent 

establishm e nt or fixed base, then such royalties shall be deemed to 

arise i n t he St ate in which the permanent establishment or fixed ba s r· 

i s situa t ed , Notwithstanding the preceding provisions of this 

paragraph , r oyalties with respect to the use of, or the right to us e , 

r i ghts or property within a Contracting State may be deemed to aris 0 

with i n tha t St ate, 
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G. Where, by reason of a special relationship between l:he p<1yer n11 ll 

the be1w I: i (' i nl ow1wi: or ll(:)tWel~n lrnl: h of' l:l1<,i111 ,uicl some other person, 

the amoun t of the royalties, having regard to the use, right, or 

informat ion for which they are paid, exceeds the amount which woulcl 

have been agreed upon by the payer and the beneficial owner in the 

absence of s uch relationship, the provisions of this Article shall 

apply onl y to the last-mentioned amount, In such case, the excess 

part of t he payments is taxable accoi:cling to the laws of each 

Contracting State, clue regarcl beirig had to the other provisions of 

th i s ·conv enti on. 

Article13 

CAPITAL GAINS 

1. Gains de rived by a resident of a Conti:acting State from the 

alienation of immovable property referred to in Article 6 (Income fr o111 

Immovable Property) and situated in the other Contracting State may be 

taxed in that other State, 

2 . Gains from the alienation of movable property forming part of the 

business prope rty of a permanent establishment which an enterprise of 

a Contracting State has in the other Contracting State or of movable 

property pertaining to a fixed base available to a resident of a 

Co ntracting St ate in the other Contracting State for the purpose of 

performing independent person~! services, including such gains from 

the alienati on of such permanent establishment (alone oi: with the 

whole enterpr i se) or of such fixecl base, may be taxed in that other 

State, 

3 , Gains de riv ed by an enterprise of~ Contracting State from the 

alienat i on of ships or aircraft operated by such enterprise in inter

national traffi c or of movable pi:operty pertaining to the operation of 

such ships or a ircraft shall be ; taxable only in that State, 

. fi•,, 
~~-' 
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4. Gains from the alienation of any property other than that referred 

to in p111:ilrJ1:,11ilrn J., 2, i'llld 3 slrnll be t11xc1ble only in the Cont1:ncting 

st a t e of w I 1 .i. ,: I I l: he 1:1 l i 01 Hl to 1: is "' nm .id en t • 

Article 14 

INDEPENDENT PERSONAL SERVICES 

l. Income clor ived by an individual who is a resident of a ContractinCJ 

State from th0 perform.ince of personal services in an independent 

capacity sh.i ll be taxable only in that State unless such services are 

performed in the other Contracting State and 

a) the individual has a fixed base regularly available to him in 

tha t other State for the purpose of performing his activities, 

but only so much of the income as is attributable to that 

fixe d base may be taxed in that other State; or 

b) the i nd ividual is present in that other State for a period or 

period s aggregating more than 183 days in the fiscal year 

concerned. 

2. The term "personal services in an independent capacity" includes, 

but is not limi ted to, scientific, literary, artistic, educational, 

and teaching activities as well as independent activities of 

physicians, lawyers, engineers, architects, dentists, and accountants. 

Article 15 

DEPENDENT PERSONAL SERVICES 

l. Subject to the provisions of Articles 16 (Directors' E'ees), 18 

(Pensions, etc.), and 19 (Government Service), salaries, wages, and 

other simila r remuneration derived by a resident of a Contracting 

State in res pec t of an employment shall be taxable only in that State 

unless the employment is exercised in the other Contracting State. If 

the employment is so exercised, such remuneration as is derived 

therefrom may be taxed in that,other State. 



rived by a re ,; id ent of a Contracting State in respect of an employment 

ex ercised in 1: lw other Contracting State shall be taxable only in the 

fi rst-mention ed State if: 

a ) the r 0c i pient is present in the other State for a period or 

perioa s not exceeding in the aggregate 183 days in the fiscal 

yea r c0 11cernea; 

b) 

c) 

the r ellluneration is paid by, or on behalf of, an employer who 

is no t a resident of the other State; and 

the re mu neration is not borne by a permanent establishment or 

a f ixe cl base which the employer has in the other State . 

3 , Not withs t a ndi ng the preceding provisions of this Article, 

r emuneration de rived in respect of an employment regularly exercised 

aboard a ship or aircraft operated by an enterprise of a Contracting 

State in inte r national traffic shall be taxable only in that 

Contracting St ate, 

Article 16 

DIRECTORS' fEES 

Di rectors' fe es and other similar payments derived by a resident 

of a Contrac t i ng State in bis capacity as a member of the board of 

d i rectors of a company which is a resident of the other Contracting 

Sta te may be t axed in that other State. 

Article" l7 

ARTISTES AND ATHLETES 

l , Notwithstanding the prov i sions of Articles 14 (Independent 

Personal Service s) and 15 (Dependent I?ersonal Serv ices), income 

de r ived by a re sid e n t of a Contra~ting State as an entertainer, such 

as a t heatre, moti on picture, radio, or television a rtiste, or a 
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lll ll,'iici<111, 01· ;,,; di) iil:l!J.,,1:,•, ru1111 11.i,•; lll'i:liOllil .l ii<:l:iv.il:i. l .! li .Iii :;u,:11 
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St a te, if: 

a) the amount of the gross receipts clerived by such enterto1iner 

or athlete, including expenses reimbursed to him or borne on 

l1is bc-illalf, from such activities exceeds twelve thousand 

uni l:P,I States dollars ($12,000) or its 0quivnlent in Jtnlian 

lire for the fiscnl. year concerned; or 

b) such e11 tertainer or ,fl:hlete is present in thut other State [or 

a period or periods aggregating more than 90 days in the 

fiscal year concerned. 

2, Where income in respect of activities exercised by an enterto1iner 

or an athlet e in his capacity as such accrues not to him but to 

another person, that income may, notwithstanding the provisions of 

Articles 7 (Business Profits), 14 (Independent Personal Services), o1nd 

15 (Der,endent Personal Services), be taxed in the Contracting State in 

which the acti vi ties of the entertainer or athlete are exercised . For 

purposes of the preceding sentence, income of an entertainer or 

athlete shall be deemed not to accrue to another person if it is 

pr oved by the entertainer or athlete that neither he nor persons 

r elated to him participate directly or indirectly in the profits of 

such other person in any manner, including the receipt of deferred 

r emuneration, bo nuses, fees, dividends, partnership distributions, or 

other distri buti ons. 

Article 18 

l?ENSIONS, ETC. 

1, Subject to the provisions of po1ragraph 2 of Article 19 (Government 

Service), pe nsi ons and other similar remuneration beneficially derivecl 

by a residen t of a Contracting State in consideration of past 

employment s hall be taxable only in l:hat State. 

~ t . . . 



?. , l\n11uil:i , •,; IHJ1wf iGially deriv0d by a resident of a Contrc1cting 

State s ha ll be taxc1ble only in that State. The term "annuities" as 

used in t h i s pa ragraph means a stated sum paid periodically at stated 

times during life or during a specified number of years , under c1n 

obligation to ma ke the payments in return for adequate and full 

consideration (i n money or money's worth). 

J. Al i many ancl child support payments paid ta a resident of a 

Co ntracting Stat e by a resident of the other Contracting State shall 

be taxable only in the first-mentioned State, However, such payments 

s hall not be taxable in either State if the person making such pay 

ments is not entitled to a deduction for such payments in the State of 

which he is a resident. The term "alimony" as used in this paragraph 

means periodic pa yments made pursuant to a written separation agree

men t or a decr ee of divorce, separate maintenance, or compulsory 

support, which p<'l yme_nts are taxable to the recipient under the laws of 

.-:s.,·t.:g t he State of whic h he is a resident. The term "child support 11 as used 

t ·,~!~ii : : i :: i: .::' ::: : :: n: •::•a•::::::: ::: :: : : o :o :g :::.,:::p:: tao:.:,:~ n:; 
divorce, separate maintenance, or compulsory support. 

Article · l9 

GOVERNMENT SERVICm 

1. a ) Remunerat i on, other than a pension, paid by a Contracting 

State or a political or administrative subdivision or local 

author ity thereof to an individual in respect of services 

rendered to that State or subdivision or authority shall be 

taxable only in that State. 

b) However, such remuneration shall be taxable only in the other 

Contract i ng State if i,;;he seJ;-vices are rendered in that State 

and the i 11ciiv idual is a resident of that State who: 



i) ir; ,1 nnl:ion,1.l. of tlrnt Sl:,1l:e; 01: 

ii) d ic l nol: b8come a 1:esident of tlrnt Stnte solely for the 

purpose of rendering the services; 

prov ided that the provisions of clause (ii) shall not apply to 

the spouse or dependent children of an individual who is 

receiving remuneration to which the provisions of subparagraph 

(a ) ,1pply and who does not come within the terms of clause ( i) 

or (ii) • 

2. a) Any pen sion paid by, or out of funds created by, a Contracting 

State or a political or administrative subdivision or local 

authority thereof to an individual in respect of services 

rendered to that State or subdivision or local authority shal l 

be taxable only in that State . 

b) However, such pension shall be taxable only in the other 

Contracting State if the individual is a resident and a 

national of that State. 

3, The provisions of Article 14 (Independent Personal Services), 15 

(Dependent Personal Services), 16 (Directors' Fees), 17 (Artistes and 

Athletes), or 18 (Pensions, etc,), as the case may be, shall apply to 

remu neration and pensions in respect of services rendered in connec

tion with a bus iness carried on by a Contracting State or a political 

or administ rative subdivision or a local authority thereof, 

Artic'le 20 

PROFESSORS AND TEACHERS 

1, A profess or or teacher who makes a temporary visit to a Con

tr acting Sta te f or the purpose of teaching or conducting research at a 

university, coll ege, school, or other educational institution, or at a 

medical faci lity primarily funded from governmental sources, and who 

is , or immedi ately before such ~isit was, a resident of the other 



Contracting State shall, foe a period not exceeding two years, be 

u:,01111,Jt fi:0111 l:,,x i.11 l:lw l::i.rsl:-111u11l: .lonod C<inl:1:;-.wtlll<J St,1te i11 1:,rnp0c:t of 

re111unecation from such teaching or research. 

2. This Artic l e shall not apply to income from research if such 

research is undertaken not in the general interest but primarily for 

the private benefit of a specific person or persons. 

Articie 21 

STUDENTS AND TRAINEES 

Payments wl1ich a student or business apprentice (trainee) who is, 

or immediately before visiting a Contracting State was, a resident of 

the other Contracting State and who is present in the first-mentioned 

St ate exclusively for the purpose of his education or training 

receives for the purpose of his maintenance, education, or training 

shall not be taxed in that State provided that such payments arise 

outside that State. 

Artioie·· 22 

OTHER INCOME 

1. Items of income of a resident of a Contracting State, wherever 

arising, not dealt with in the foregoing Articles of this Convention 

shall be taxable only in that State. 

2. The provisions of paragraph l shall not apply to income, other 

than income from immovable property as defined in paragraph 2 of 

Article 6 (Income from Immovable Property), if the person deriving the 

income, being a resident of a Contracting State, carries on business 

in the other Contracting State through a permanent establishment 

situated therein, or performs in that other State independent personal 

services from a fixed base situated therein, and the right or property 

in respect of which the income is paid is effectively connected with 
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1;uc.:h p,~1:111,111,, 1,t ,.,,1l:.1hlishm(mt 01'. fixec.1 b.1se. In such cnse the items of 

income are \: c1 xa ble in the other Conl:r,1cting State c1ccordi11<.J to it:; ow11 

law. 

Article 23 

RELIEF rROM DOUBLE TAXATION 

1. It is agreed l:hat double taxation shall be avoided in accordance 

with the following paragraphs of this Article. 

2, In accocci a nce with the provisions and subject to the limitations 

of the law of the United States (as it may be amended from time to 

time without changing the general principle hereof), the United States 

shall allow to a resident or citizen of the United States as a credit 

against the United States tax on income the appropriate amount of 

income tax paid to Italy; and in the case of a United States company 

owning at lea s t ten percent of the voting stock of a company which is 

a resident of: Italy from which it receives dividends in any taxable 

year, the United States shall allow as a credit against the United 

States tax on income the appropriate amount of income tax paid to 

Italy by that company with respect to the profits out of which such 

dividends are paid. Such appropriate amount shall be based upon the 

amount of tax paid to Italy, but shall not exceed the limitations of 

the law of th e United States (for the purpose of limiting the credit 

to the United States tax on income from sources without the United 

States), For purposes of applying the United States credit in rela

tion to tax paid to Italy, the taxes referred to in paragraphs 2 (b) 

and 3 of Art i cle 2 (Taxes Covered) shall be considered to be income 

taxes, 

3, If a re si dent of Italy derives items of income which are taxable 

in the Uni t ecl States under the Convention (without regard to paragra pl : 

2 (bl of Ar ticl e 1 (Personal s;ope)), Italy may, in determining its 



inco111e l·.,1xe,; :;p,• c.lfic,'I in /\r.l: icle 2 ol: this Convention, incllJCh~ in the 

ln1sis upon wh .i ch such taxes ;ne imposed the said items of income (,rn

less specified provisions of tl1is Convention otherwise provide), In 

such case, Italy shall deduct from the taxes so calculated the tax on 

income paid t o the United States, but in an amount not exceeding the 

tax that woul d be due to the United States if the resident of Italy 

were not a cit i zen of the United States, and not exceeding that pro

portion of the aforesaid Italian tax which such items of income bear 

to the entire income, However, no deduction will be granted if the 

item of income is subjected in Italy to a final withholding tax by 

request of the recipient of the said income in accordance with Italian 

law, ror purposes of applying the Italian credit in relation to tax 

paid to the United States the taxes referred to in paragraphs 2 (a) 

and 3 of Article 2 (Taxes Covered) shall be considered to be income 

taxes, 

4, For purposes of the United States obligation to avoid double 

taxation with respect to Italian tax under the preceding paragraphs of 

this Article: 

a) subject to the provisions of subparagraph (b), except for 

income or l'.)rofits taxed by the United States solely by reason 

of citizenship in accordance with paragraph 2 (b) of Article l 

(Personal Scope), income or profits derived by a resident of a 

Contr.acting State (who is not a resident of the other 

Contracting State) which may be taxed in the other Contractiny 

State in accordance with this Convention shall be deemed to 

arise in that other Contracting State; and 

b) in the case of an individual who is a resident of Italy, 

income or profits which may be taxed by the United States by 

reason of citizenship ,in accordance with paragraph 2(b) of 

Artic l e l (Personal Scope) shall be deemed to arise in Italy 

NJfQ$$A,~Wt\4J!44.#Q;wM,AA4:C.&#0,;,xcq;:*~~,-,.;,•.-
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to l: ll c' c,x tent necessary to ,woid double !:uxation, pr.av i<led 

tlrnl: i 11 no event will l:l1e tnx p,'lid to t:J·1e Unitticl Sl:,1l:t,s bu 

less thu n the tax that would be paid if the individual were 

not a c i tizen of the United States, The rules of this 

subpa ragr aph with respect to the source of income shall not 

appl y i n determining credits against U.S. tax for foreign 

t axes other than the taxes referred to in paragraphs 2b) and 3 

of Artic le 2 (Taxes Covered). 

Article · 24 

NON-DISCRIMINATION 

l. Nationals of a Contracting State shall not be subjected in the 

other State t o any taxation or any requirement connected therewith, 

which is othe r or more burdensome than the taxation and connected re

quirements to which nationals of that other State in the same 

circumstances a re or may be subjected, This provision shall, notwith

s t anding the pr ovisions of Article l (Personal Scope), also apply to 

persons who are not residents of one or both of the Contracting 

States, Howev er, for purposes of United States taxation, United States 

citizens who are subject to tax on a worldwide basis are not in the 

same circums t a nces as Italian nationals who are not residents of the 

United States. 

2, The taxation on a permanent establishment which an enterprise of a 

Contracting Stat e has in the other Contracting State shall not be less 

favorably levied in that other State than the taxation levied on 

enterprises of that other State carrying on the same activities. This 

provision sha l l not be construed as obliging a Contracting State to 

grant to resid en ts of the other State any personal allowances, re

liefs, and red uctions for taxation purposes on account of civil status 

or family res pon sib i lities whic~ it grants to its own residents . 

..._•-. 
. . · ·-·•··-· 
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3, C:xcept wh ere~ the provisions of l\1:ticl.e 9 (/\ssociated Enterprises) 

p,1r.c1g1:aph '/ ul llrt:ic:.l8 LL (l11l:8Cti:,l:), ui: p .:11:i1\J1:·iipl1 (i uf lli:l:lclu J. ✓, 

(Hoyal.ties) apply, interest, royalties, and all other disbursements 

paid by an enterprise of a Contracting State to a resident of the 

other Contract i ng State shall, for the purpose of determining the tax

able profits uf such enterprise, be deductible under the same condi

ti ons as if tlwy lrnd been paid to a resident of the first-mentioned 

State. 

4, Enterprises of a Contracting Staie, the capital of which is wholly 

or partly owned or controlled, directly or indirectly, by one or more 

residents of the other Contracting State shall not be- subjected in the 

first-mentionec'l State to any taxation or any requirement connected 

therewith which is other or more burdensome than the taxation o1nd 

connected req ui rements to which other similar enterprises of the 

first-mentioned State are or may be subjected, 

5. For purposes of this Article, this Convention shall apply to taxes 

of every kind and description imposed by a Contracting State or a 

political or administrative subdivision or local authority thereof. 

Article · 25 

MUTUAL AGREEMENT PROCEDURE 

1. Where a person considers that the actions of one or both of the 

Contracting States result or will result for him in taxation not in 

accordance with the provisions of this Convention, he may, irrespec

tive of the remedies provided by the domestic law of those States, 

present his case to the competent authority of the Contracting State 

of which he is a resident or, if his case comes under Article 23 

(Relief from Double Taxation) or paragraph 1 of Article 24 (Non

Discrimination), to the competent autl1ority of: the Contco1cting State 

of which he is a national. 
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2, The co111petent e1uthority slrnll endeo1vour, if the objectiun "'t--l'"' ' ·· 

to i.t · l:o I"' j111;til:i.ed i.1nd iJ' it: ii.; 110t itnelr: ablll to n1:r.ivl~ ,ll: ,1 

satisfacl: o i:y solution, to resolve the co1se by mutuo1l o1greement witl1 

the comp e tent authority of the other. Contracting State, with a view to 

the avoidance of taxation which is not in accordance with the 

Convention. 

3, The competent authorities of the Contracting States shall 

encleavou r l:o resolve by mutual agreement any di f ficulties or doubt,; 

arising as to the interpretation or application of the Convention . 

4, The competent authorities of the Contracting States may 

communic a te with each other directly for the purpose of reaching a11 

agreement in the sense of the preceding paragraphs . 

Article 26 

EXCHANGE OF INFORMATION 

l. The competent authorities of the Contracting States shall exc\1,rnye 

such info rm ation as is necessary for carrying out the provisions of 

this Con vention or of the domestic laws of the Contracting States 

concerni ng taxes covered by the Convention insofar as the taxation 

thereuncler is not contrary to the Convention, and for the preventi. D11 

of f raud or fiscal evasion. The exchange of information is not 

restric te d by Article l (J?ersonal Scope). Any information recei Vl!<I liy 

a Co ntr a c ti ng State shall be treated as secret in the same manner ;iu 

informatio n obtained under the domestic laws of that State and sh alJ 

be d i sc los ed only to persons or authorities (including courts and 

adminis trat ive bodies) involved in the assessment or collection of ; 

the enfor cement or prosecution in respect of, or the determinatio 11 ,, [ 

appeals in relation to, the taxes covered by the Convention, Suc h 

persons or authorities shall use the information only for such 

purpose s , T~ey may discl~se the informa t ion in public court 

proceeding s or in judicial decisions. 



2, In nu cc1:,0 sh,1:J.l the p1:ovisio11s of 1:rnrc19rc1ph J. be construed so ii :; 

to impose 011 a Contr,1cting State the ob.ligation: 

a) t o carry out administrative measures at variance with the l ciws 

and administrative practice of that or of the other 

Co 11 t:racting State; 

b} to s upply in f ormcition which is not obtainable under the laws 

or in the normal course of the administration of that or of 

th e other Contracting State; 

c) to supply information which would disclose any trade, 

busi ness, industrial, commercial, or professional secret or 

tr ade process , or information, the d i sclosure of which would 

be contrary to public policy (ordre public) . 

Article 27 

DIPLOMATIC AGENTS 
AND CONSULAR OFFICIALS 

Nothing in this Convention shall affect the fiscal privileges of 

diplomatic agents or consular officials under the general rules of 

internationa l law or under the provisions of special agreements, 

Article 28 

ENTRY INTO FORCE 

l. This Convention shall be subject to ratification in accordance 

with the appli cable proc~dures of each Contracting State and 

in struments of ratification shall be e xchanged at Washington as soo n 

as possible, 

2, The Con vention shall enter into force upon the exchange of 

instruments of ratification and its provisions shall have effect: 

a) in respect of tax wit~held at the source, for amounts paid or 

credit ed on or after the first day of the second month 

f ol lowing the date on which this Convention enters into forc e , 

WUitlJM((tt]WO i(@~wz;;,,;g;.,i\MiiiM.X#li{4JGP..i}i~ .... ,, .. w •• · 
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b) in res1wr t of other. taxes, for taxable periods beg inning on or 

after J <1 11ni:iry l oJ: l:lw y1J,"JJ: i.n wllicli 1:llifi Convent.ion onl:l-irf; 

into force, 

3, Subject to tile prov is ions of pa:rng raph 4, the Convention for the 

Avoidance of Double Taxation and the Prevention of Fiscal Evasion with 

Respect to Taxe s on Income, signed i.lt W<1shington March 30, 1955, and 

the exchange oE letters concerning the application of the Convention 

of March 30, J.955, for the Avoidance of Double '1'axation and the 

Prevention of Fi seal Evasion with Res_pect to Taxes on Income, 

exchanged at Rome December 13, 1974, are terminated, Their provisions 

shall cease to have effect for taxes for which the provisions of this 

Convention have effect in accordance with paragraph 2, 

4. Where any greater relief from tax would have been afforded by any 

provision of the 1955 Convention than under this Convention, any such 

provision shall continue to have effect for the first taxable period 

with respect to which the provisions of this Convention have effect 

under paragraph 2, 

5. The arrangement between the United States and Italy providing for 

relief from double income taxation on shipping profits effected by 

exchange of notes dated March 10, 1926, ancl May 5, 1926, is 

terminated. 

Article 29 

TERMINATION 

This Convention shall remain in force until terminated by one of 

the Contracting States. Either Contracting State may terminate the 

Convention at any time after 5 years from the date on which this 

Convention enters into force proviaea that at least 6 months' prior 

notice of t e rmination has been given through diplomatic channels. In 

such event, the •Convention sh~ll cease to have effect: 



c: r edited on or after the first day of January next followi nq 

the expiration of the 6 months' period; 

b) in respect of other taxes, for taxable perioc1s beginning 011 ,,,_. 

c1fl:er the first c1c1y of Junlli:iry next following thl~ expirati u11 

o f the 6 months' period, 

Done ;1t: Rome in duplicate, in the English and Italian languages, 

the two l:rc? xts having equal authenticity, this .2_~ day of 

FOR TliE GOVERNMENT OF THE 

UNITED STATES OF AMERICA 
FOR THE GOVERNMENT OF THE 



PROTOCOL 

The Governme nt of the United States of America and the Government of 

the Republic of Italy, desiring to conclude a Protocol clarifying and 

supplementing the Convention for the avoidance of double taxation wit h 

respect to t axe s on income and the prevention of fraud or fiscal 

evasion to be signed simultaneously with the signing of this Protocol, 

have agreed upon the following provisions, 
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1, For pt1 rroses of paragraph 2(b) of Article l (Personal Scope) of 

the Conve ntion, the term "citizen" as applied to the United States 

shall incl ude a former citizen whose loss of citizenship had as one of 

its principal purposes the avoidance of tax, but only for a period of 

10 years foll owing such loss, 

2, The provisions of paragraph 2 of Article l (Personal Scope) of tl1~ 

Conve n tio n shall not affect: 

(a) tl1e benefits con f erred by a Contracting State under paragr apl, 

1 4 of Article l of this Protocol to residents of the other 

Contracting State who are nationals of that other State, evc,11 

if they are also nationals of the first-mentioned State; 

(bl the benefits conferred by a dontracting State under Article ~ 

of this Protocol. 

3, For pur pos es of paragraph 2 (a) of Article 2 ( Taxes Covered) of th ,, 

Convention, th e Convention shall apply to the excise tax imposed by 

the United States on insurance premiums paid to foreign insurers only 

to the extent that the foreign insurer does not reinsure such risks 

with a person not entitled to exemption from such tax under this or 

any other Co nvention. 

4, For purpo s es of paragraph 2 of Article 5 (Permanent ~stablishment ) 

of the Conventi on, a drilling rig or ship used for the exploration or 

development of natural resources constitutes a permanent establishme nl 

in a Contract i ng State only if it remains in that State for more than 

180 days i n a twelve month period. 

5, For purpose s of paragraph 1 of Article 8 (Shipping and Air 

Transport) of the Convention, profits f rom the operation in 

international traffic of ships or aircraft include: 

(a) pro fi ts from the use,:maintenance, or rental of containers 

(inc lud ing trailers, barges, and related equipment for the 

trans port of containers) used for the transport in 

internat ional traffic of goods or merchandise; and 
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bas is of ships or aircraft, provided in the latter case that 

such rental profits are incidental to other profits from the 

oper at ion of ships or aircraft in international traffic. 

6, for purposes of Article 8 (Shipping and Air Transport) of the 

Convention, c111cl notwithstanding any other provision of the Convention, 

profits which a national of the United States not resident in Italy or 

a United St ates corporation derives from operating ships documented or 

aircraft reg i stered under the laws of the United States shall be 

exempt from tax in Italy. 

7. If, in accordance with Article 9 (Associated Enterprises) of the 

Convention, a redetermination has been made by one Contracting State 

with respect to a person, the other Contracting State shall, to the 

extent it agrees that such redetermination reflects arrangements or 

conditions which would be made between independent persons, make the 

corresponding adjustments with respect to persons who are related to 

such person and are subject to the taxing jurisdiction of that other 

State, Any such adjustment shall be made only in accordance with the 

mutual agreement procedure in Article 25 (Mutual Agreement Procedure) 

of the Convention and with paragraph 15 of Article l of this Protocol. 

8 , The provisions of Article 9 (Associated Enterprises) of the 

Convention shall not limit any provisions of the law of either 

Contracting Sta te which permit the distribution, apportionment, or 

allocation of: income, deductions, credits, or allowances between 

persons owned or controlled directly or indirectly by the same 

interests when necessary in order to prevent evasion of taxes or 

clearly to reflect the income of any of such persons. 
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9. For purposes of p,:ir,1grnph 2 (a) of Ar.ticl.e 10 (l)ivic:lends), t.)H, 

term "1H1 li ,; i.di1:ii:y co111pc111y" 111ec.111s cl cor.po1:i1tion in which l:he co111prn1y 

paying l: lw dividends owns more thi.ln 50 percent of the voting stock. 

l0, Notwithstanding paragraph 2 of Article l2 (Royalties) of the 

Convention, in the case of royalties derived with respect to tangibl0 

personal (movable) property, the tax imposed by the Contracting St;11 ,, 

in which such royalties arise may not exceed 7 percent of l:he gr.or; 1: 

amount of such royalties. 

l l. For purposes of paragraph l of Article l3 (Capital Gains) of l:i 1,1 

Convent i on: 

(a) the term "immovable property", in the case of the United 

States, includes a United States real property interest; a 11,1 

(b) the term "immovable property" in the case of Italy include .,;: 

(i) immovable property referred to in Article 6; 

(ii) shares or comparable interests in a company or other 

body of persons, the assets of which consist wholly oi: 

principally of real property situated in Italy; and 

(iii) an interest in an estate of a deceased individual, th e 

assets of which consist wholly or principally of rea l 

property situated in Italy, 

(c) pr.operty described in subparagraph (a) of this paragraph s h:1 1.l 

be deemed to be situated in the United States and property 

d escribed in subparagraph (b) of this paragraph shall be 

de emed to be situated in Italy. 

12 , For purposes of paragraph 3 of Article 13 (Capital Gains) of !i ll.' 

Convention, gains derived by an enterprise of a Contracting State ,, urn 

the a l i enation of ships or aircraft operated by such enterprise in 

international traffic include: 



barges, and related equipment for the transport of containers) 

used f or the transport in international traffic of goods or 

mercha ndise: and 

(b) gai ns from the alienation of ships or aircraft rented on n 

fu l l liasi.s or gains from the alienation of ships or aircraft 

ren ted on a bareboat basis if, in the latter case, rental 

profits were incidental to other profits from the operation o[ 

shi p s or aircraft in international traffic , 

1 3 , Directors' fees and other similar payments derived by a resident 

o f a Contrac ting State which are described in Article 16 (Director s ' 

Fees) of the Convention may be taxed in the other Contracting State 

only to the e xtent that the fees and other payments are attributable 

to services performed in such other State. 

14, With respect to Article 18 (Pensions , etc.) of the Convention ; il 

is agreed tha t social security payments and s i milar public pensions 

not covered b y Article 19 (Government Service) of the Convention are 

covered by Pa ragraph l of said Article 18 (Pensions, etc.) . 

15, With res pect to Article 25 (Mutual Agreement Procedure) of the 

Convention, it is understood that an adjustment of taxes pursuant to 

that Article may be made only prior to the final determination of sucl1 

taxes. It is further understood that, in the case of Italy, the 

p receding s ent ence means that invoking the mutual agreement procedur e 

do es not r eli eve a taxpayer of the obligation to initiate the 

procedu r es of domestic law for resolving tax disputes. 

1 6, For purposes of Article 26 (Exchange of Informat i on) of the 

Convention, the Convention shall apply to taxes of every kind impos e J 

b y a Contr a cting State, but only insofar as the information is 

- \' · 
' 



Covered) of the Conven t ion. I t is understood that appropri a te Uni t vtl 

States Co11q ressional Committees and tl1e _General Accounting Office 

shall be af forded access to the informat i on exchanged under the 

Conventi on wh ere such access is necessary to carry out their oversi gl 1t 

r espons ibi lities, subject only to the limitations and procedures of 

the Int ei: 11c1l Revenue Code . 

Article 2 

l , A pe rs on (other than an individual) which is a resident of a 

Contract ing State shall not be entitled under this Convent i on to 

benefits pr ovided in Articles 7 (Business Profits) , 10 (Dividends) ll 

(Interes t ), 12 (Royalties), 13 (Capital Gains) or 22 (Other Income) 

unless 

(a) mor e than 50 percent of the beneficial ownership of such 

per son (or in the case of a company, more than 50 percent or: 

the number of shares of each class of the company's shares) i s 

owned, directly or indirectly, by any combination of one o r 

more of: 

{i l individuals who are residents of the United States; 

(ii ) citizens of the United States; 

{i i i) individuals who are residents of Italy; 

{iv ) companies as described in subparagraph (b); or 

{v ) the Contracting States; or 

(bl it is a company in whose principal class of shares there i c; 

s ub stantial and regular trading on a recognized stock 

exchange. 

2, Par agra ph 1 shall not apply unless the competent autho r ity of I :,, . 

other Co nt r acting State determines that either the establis hment, 

acquisi tion at maintenance of such person or the conduct of i ts 
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Convention . 

3, For the purpose of subparagraph (1) (b), the term "a recognized 

stock exchange" means: 

(a) Uw NASDAQ System owned by tl1e National Association of 

Securities Dealers, Inc. and any stock exchange registered 

with the Securities and Exchange Commission as a national 

securities exchange for the purposes of the Securities 

exchange Act of 1934, 

(b) any stock exchange constituted and organized according to 

Italian laws; and 

(c) any other stock exchange agreed upon by the competent 

authorities of the Contracting States. 

Artic:le S 

The Convention shall not restrict in any manner any exclusion, 

exemption, deduction, credit, or other allowance now or hereafter 

accorded - -

(a) by the laws of either Contracting State, or 

(b) by any other agreement between the Contracting States, 

Article· 4 

It is c1greed that a United States citizen resident in Italy who i .', 

a partner of a partnership that is a national of the United States 

shall be entitled to a refundable credit against that partner's 

individual income tax (l' imposta sul reddito delle persone fisiche) 

imposed by Italy for the taxable period equal to the portion of th0 

corporation income tax (l'imposta sul reddito delle persone 

4; 14,,/ ., 
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that is at tributable to that partner's share of the partnership 

income, 

Article · 5 

Taxe s wi thheld at the source in a Contracting State at the rates 

provided by domestic law will be refunded by request of the taxpaye ~ 

if the ri9ht to collect the said taxes is limited by the provisions of 

the Conv enti on. Claims for refund, which shall be made within the 

time limit fixed by the law of the Contracting State which is obli g0ci 

to make the refund, shall be accompanied by an official certificate ,,f 

the Contr acting State of which the taxpayer is a resident certifyi1111 

the exist ence of the conditions required for being entitled to the 

benefits provided for by the Convention, This provision shall not b □ 

construed to prevent the competent authority of each Contracting St ate 

from estab li shing other modes of application of the benefits provideci 

for by the Convention, 

Article 6 

Each of the Contracting States may collect on behalf of the ot hc, 1: 

ContractinCJ State such amounts as may be necessary to ensure that 

relief gr ant ed by the Convention from taxation imposed by such othe r 

State ~oe s not enure to the benefit of persons not entitled ther e t o. 

The pr ecedi ng sentence shall not, however, impose upon either of t h~ 

Contracti ng States the obligation to carry out administrative measu:- .. ,; 

which are of a different nature from those used in the ~ollection o ! 

its own tax, or which would be contrary to its sovereignty, securi t ~. 

or public policy. 

k.u@PW"'•"~- I ••• ., ~f.}¥¥4! () . 4 p . •""'· 
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/\i:t·i cle V 

1, Th is Protocol shall be subject to ratification in accordance wit h 

t he c1p pl.icable procedures of each Con tr acting State, and instrume 11 b; 

of rati f icc1tion shall be exchanged at Washington, 

2, The Protocol shall enter into force t1po11 the e xchcrnge of inst 1. 11-· 

me nts of r atification and shall thereafter have effect in accordanc~ 

with Ar tic le 28 ·of the Convention , 

Article · S 

This Protocol shall remain in force as long as the Convention 

between l:he United States of America and Italy for the avoidance or 

double t axation with respect to taxes on income and the preventio n "1· 

f ra ud or fi scal evasion of this date shall remain in force. 

Done a t Rome in duplicate, in the English and Italian language s , 

the two tex ts having equal authenticity, this .!_fr day of Ap'"\J 
1981,;j. 

FOR THE GOVERNMENT OF THE 
UNITED ST AT ES OF AMERICA FOR THE GOVERNMENT OF 

THE REPUBLIC OF ITALY 
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Exce l lency: 

I have the honor to refer to the Convention and 

/\rnur i c c1 for the <1Voidance of doLJb.le taxntion with 

respect to taxes on income and the prevention of 

fraLJd or fiscal evasion, signed today at Rome, and I 

shoLJ.ld like to state on behalf of the Government of 

the Repllblic of Italy our understanding with respect 

to <111 important miresolved issue. It is the position 

o f the Government of Italy that the so-called 

"un itary apportionment" method used by certain states 

of the United States to allocate income to the United 

States offices or subsidiaries of Italian companies 

results in inequitable taxation and imposes excessive 

admin i strative burdens on Italian companies doing 

business in those states. Under that method, the 

profit of an Italian company on its United States 

business is not determined on the basis of arm's 

The Honorable 

Maxwell M, Rabb 

Embassy of the United States of America 

Rome 
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.1 c count of the income of: the Itali,111 com1::H.rny and its 

worldwide subsidiaries as well ~s the assets, 

pHyroll, and sales of all such companies, Par an 

:rtc1 lian multinational company with many subsidiaries 

:i.11 cl:l fferent counl:ries to lrnve to s~1bmi t its bool<s 

c1nd recorcts for ?.lll of these companies to a United 

States state in English imposes a costly burden, 

It is understood that the Senate of the United 

States has net consented to any limitation on the 

taxing jurisdiction of the states by treaty and that 

a provision which would have restricted the use of 

unitary apportionment in the case of United Kingdom 

corporations was rejected by the Senate, The 

Government of Italy continues to be concerned about 

this issue as it affects Italian multinationals, If 

an acceptable provision on this subject can be 

devised, the United States agrees to reopen 

disciEsions with Italy on this subject. 

It is further understood that in the event the 

methods of taxation employed by states of the United 

States should change after today's date in such a way 

as to have a substantial negative effect upon Italian 

residents, Italy reserves the right to reopen 

Jiscuesions with the United States, 
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It is further understood that if any State or 

l ocality of the United States imposes tax on profits 

o E enterprises of Italy from the operation ~n 

J.111pose its local income tc1x (ILOR) on sucl1 profits of 

en terprises of the United States, notwithstanding 

subparagraph 2(b) (iii) of Article 2 (Taxes Covered) 

nn~ Article 8 (Shipping and Air Transport) . 

I have furthermore the honor to propo~e that the 

present Note aml ¥our Ex-c::ellency' s reply confirming 

the acceptance by the Government of the United States 

of America of the above proposals shall be regarded 

a s constituting an agreement between the two 

Governments concerning the matters above mentioned. 

Accept, Excellency the renewed assurances of my 

highest consideration. 

April 17, 1984 
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No. 330 

EMBASSY OF THE 

UNITED STATES OF AMERICA 

Ex cellency : 

I have the honor to acknowledge receipt of your 

l et ter of today's date which reads as follows: 

"Excellency: 

I have the honor to refer to the 
Convention and Protocol between Italy and the 
United States of America for the avoidance of 
double taxation with respect to taxes on 
income and the prevention of fraud or fiscal 
evasion, signed today at Rome, and I should 
like to state on behalf of the Government of 
the Republic of Italy our understanding with 
respect to an important unresolved issue. It 
is the position of the Government of Italy 
that the so-called 'unitary apportionment ' 
method used by certain states of the United 
States to allocate income to the United States 
offices or subsidiaries of Italian companies 

llis Excellency 

Giulio Andreotti 

Minister of Foreign Affairs of 

Italy 
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results in inequitable taxation and imposes 
excessive ,Hlmi.n.istr.,1tivo JJur. d ons on J.tnl.inn 
companios ,1oing bu:,:lness in those st;itos. 
Under that method, tho profit of an Italian 
company on its United States business is not 
determined on the basis of arm's length 
relations but is derived from a formula taking 
account of the income of the Italian company 
and its worldwide subsidiaries as well as the 
assets, payroll, and sales of all such 
companies . For an Italian multinational 
company with many subsidiaries in different 
countries to have to submit its books and 
records for all o f these companies to a United 
States state in English imposes a costly 
burden. 

"It is understood that the Senate o f the 
United States has not consented to any 
limitation on the taxing jurisdiction of the 
states by treaty and that a provision which 
would have restricted the use of unitary 
apportionment in the case of United Kingdom 
corporations was rejected by the Senate, The 
Government of Italy continues to be concerned 
about this issue as it affects Italian 
multinationals. If an acceptable provision on 
this subject can be devised, the United States 
agrees to reopen discussions with Italy on 
this subject. 

"It is further understood that in the 
event the methods of taxation employed by 
states of the United States should change 
after today's date in such a way as to have a 
subsantial negative effect upon Italian 
residents , Italy reserves the right to reopen 
discussions with the United States, 
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"It is further undersiood that if any State 
or locality of the United States imposes tax on 
profits of enterprises of Italy from the 
operation in international traffic of ships or 
aircraft, lt<lly nmy impose its local income tax 
(ILOR) on such profits of enterprises of the 
United States, notwithstanding subparagraph 2(b) 
(iii) of Article 2 (Taxes Covered) and Article 8 
(Shipping and Air Transport). 

"I have further·more the honor to propose that 
the present Note and Your mxcellency's reply 
confirming the acceptance by the Government of 
the United States of America of the above 
proposals· shall be regarded as constituting an 
agreement between the two Governments concerning 
the matters above mentioned. 

Accept, Excellency the renewed assurances of 
my highest consideration," 

I have the honor to inform you that the 

Government of the United States of America is in 

agreement with the above propoals, 

Accept, Excellency the renewed assurances of my 

highest consideration, 

April 17, 1984 

s 

l l 
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The President: 

8417949 

DE PA RTME NT O F STATE 

WA S H I NGTON 

June 22, 1984 

I have the honor to submit to you, with a view to 

its transmission to the Senate for advice and consent to 

ratification, the Convention between the Government of 

the United States of America and the Government of the 

Republic of Italy for the Avoidance of Double Taxation 

with Respect to Taxes on Income and the Prevention of 

Fraud or Fiscal Evasion (referred to hereafter as "the 

Convention"), together with a supplementary Protocol and 

exchange of notes signed at Rome on April 17, 1984. 

The Convention will replace the present income tax 

treaty with Italy which was signed at Washington on March 30, 

1955 and has been in force since 1956. It reflects important 

changes in United States and Italian tax laws and the 

development of model tax treaties by the United States and 

the Organization for Economic Cooperation and Development 

(OECD). 

The Convention generally follows the pattern of the 

U.S. model income tax convention, with certain modifications. 

The Convention sets forth agreed definitions of terms; rules 

allocating taxing jurisdiction between the country of source 

of income and the country of residence of the beneficial 

owner with respect to each type of income (e.g. profits, 

wages and salaries, royalties, interest); the method to be 

used by each country to avoid double taxation; and procedures 

for administrative cooperation. 

The President, 
The White House. 
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The Convention retains the provision of the 1955 

treaty for a reduced tax rate of 5 percent at source on 

dividends paid by a corporation which is a resident of 

one country to a corporation which is a resident of the 

other country. The Convention extends this benefit 

to corporations which own 50 percent or more of the voting 

stock of the paying corporation. The 1955 treaty 

required 95 percent ownership to be eligible for the benefit. 

The new Convention introduces a 10 percent rate (rather 

than 15) on dividends paid to a company owning between 10 

and 50 percent of the voting stock of the paying company. 

The 5 and 10 percent rates do not apply if the recipient 

company derives more than a certain proportion of its 

income from passive investments, e.g., as a holding 

company. All other dividends paid to residents of the 

other country may be taxed at source at a rate not 

exceeding 15 percent. 

The Convention also introduces a limitation, not 

contained in the 1955 treaty, on the taxation at source 

of interest paid to residents of the other country. The 

limit is 15 percent in general, with exemption at source of 

interest derived by the other government or a wholly owned 

government instrumentality and of interest derived by a 

resident of the other country on debt guaranteed or 

insured by that government or a wholly owned government 

instrumentality. 

One important feature of the Convention is that it 

covers the Italian local income tax, as well as national 

income taxes. This is of particular importance with 

respect to Italian taxes on royalties derived by United 

States residents, since the Italian local tax is imposed 
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on such payments and is not covered by the 1955 treaty. 

The new Convention limits the aggregate tax at source 

on royalties to a maximum of 10 percent, with reduced 

rates of 5, 7, and 8 percent applicable to copyright 

royalties, income from the leasing of tangible property 

and film rentals, respectively. Income from the leasing 

of containers used in international traffic and income 

from certain leasing of ships and aircraft is exempt 

from tax at source under the article governing interna

tional transportation income; such leasing is not treated 

as a royalty. 

Other provisions of the Convention reflect the views 

of the Senate as expressed in its consideration of other 

recent United States tax treaties. For example, the protocol 

includes an article limiting the benefits of the Convention 

to residents of the two countries, conforms the language 

on capital gains taxation to recently enacted provisions 

of United States law, and authorizes the General Accounting 

Office to obtain access to certain tax information relevant 

to its function of overseeing the administration of United 

States tax law. 

Under the Convention, each country agrees to exempt 

from tax the social security benefits paid to residents 

of the other country, unless they are citizens solely of 

the paying country. This is viewed as a special provision 

to alleviate the hardship imposed on many Italian retirees 

by the recent introduction of an effective 15 percent U.S. 

tax on social security benefits paid to nonresident aliens. 

The protocol clarifies and supplements certain pro

visions of the Convention. In the accompanying exchange 
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of notes, the Italian Government expresses its concern 

over t he application by some states of the United 

States of the unitary method of apportioning profits to 

the United States activities of Italian resident 

companies. That approach is of particular concern to 

Italy because the Italian local income tax is subject 

' to the Convention rules, while state and local income 

taxes in the United States are not. If such taxes on 

Italian residents increase significantly, Italy reserves 

the right to reopen discussions on this issue and, in 

particular, if a state or locality taxes the inter

national transportation income of Italian shipping or 

airline companies, Italy reserves the right to impose 

its local tax on United States shipping or airline 

companies. 

The Convention will enter into force upon the 

exchange of instruments of ratification. The 

provisions of the Convention will have effect as 

follows: 

a) with respect to taxes withheld at source, 

for amounts paid or credited on or after 

the first day of the second month following 

the date on which this Convention enters 

into force: and 

b) with respect to other taxes, for taxable 

periods beginning on or after January 1 

of the year in which this Convention 

enters into force. 

The Convention will remain in effect indefi

nitely unless terminated by one of the contracting 
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States. Either State may terminate the Convention 

after it has been in force for five years by giving 

at least six months' notice through diplomatic 

channels. 

A technical memorandum explaining in detail the 

provisions of the Convention is being prepared by the 

Department of the Treasury and will be submitted 

separately to the Senate Committee on Foreign 

Relations. 

The Department of the Treasury, with the 

cooperation of the Department of State, was 

primarily responsible for the negotiation of this 

Convention. It has the approval of both Departments. 

Respectfully submitted, 
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